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Just What Are the Key Debates?

Please Click Here for the Full Note

What are the Key Debates? AMI, Nuclear Divestment, and DPS Growth

In short, AMI progress in coming months as testimony is delivered in coming weeks from Staff,
the shift out from EWC (what kind of NDT 'top off' might be needed?), resulting dividend
growth reacceleration (as the top end of the payout ratio at 75% is achieved), and a further
debate on revaluation to a fully regulated utility framework remain the key debates. We note
lingering concerns on nuclear capex recovery and execution on the sustenance plan remain a
further, albeit seemingly abating risk.

The focus is now on ridding itself of the legacy nuclear liabilities

Mgmt's near-term goal remains just how and at what cost will mgmt. prove able to rid itself of
the NDTs and associated liabilities to retire retired and to be retired nuclear plants, akin to the
Vermont Yankee deal it inked recently. While mgmt's current FCF projections through the 5-
year period indicate a cumulative ~$45 Mn loss, the goal remains to both top-off the NDTs prior
to handing them over to any potential buyers (a negative impact to projected FCF) while also
aspiring to source incremental cost reductions to drive towards a largely ~Break-even cumulative
projection. We look for details in coming quarters around any prospective success in structuring
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such a deal for assets to be retired. We see this as more firmly closing out the merchant exposure
and its gonging I/S and B/S impacts.

On the regulated side, its approvals for spend rather than the constructs

While regulators have historically authorized healthy ROEs and have attractive formulaic
mechanisms, the critical question is the pace of ratebase growth and the ability to push ahead
with the like of AMI spend. We see this as critical to future execution alongside recovery of
legacy nuclear capex to driving confidence on achieving EPS growth targets.

Valuation: Maintain Sell, but nudging up our PT to $73 (from $70) on SOP

As management winds down EWC, we see an argument in favor of an increasingly regulated
structure. That said, given continued merchant operations and uncertainty on ultimate FCF in
NDT we believe investors will continue to use a more traditional valuation framework to net out
prospective liabilities. We note our slight discounted P/E accounts for the relative opacity in
disclosures. We look for DPS growth PE valuation, though we are not yet there today with a
number of outstanding risks.

Framing the Key Issues Ahead for the Company

With many investors asking what's next, we attempt to frame the critical issues and strategies
being pursued by management. Overall, the effort remains clearly oriented towards re-regulation
and scaling down risk with the shutdown and now divestment of the legacy merchant nuclear
portfolio. We see this divestment process as likely the next critical step, albeit unclear to what
extent it is a positive. Mgmt's goal remains to offset the cost (effectively topping off of its NDTs)
with additional savings to limit the impact to consumers. We note the transfer of the NDTs and
retired plants to third parties could enable a further simplification of both the income statement
and balance sheet.

Turning to the core regulated business, spend remains oriented towards several key buckets of
recovery: the first being the nuclear reinvestment theme on its core regulated units. Resolution
on spend either way should provide some view on being able to earn its Authorized ROE.
Additionally, scaling opportunities around AMI in the near-term, but also an emphasis on
owning its own generation appears a further long-term ambition. While the scale of the transition
away from its legacy of purchased power remains opaque, we believe this could provide an
element of growth above and beyond the organic opportunities afforded by the service territories
core load growth trends.

Nuclear Decom —-What now & How will ETR Get it off the Balance Sheet?
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As the company wraps up the unregulated business, the question is just what happens to the
nuclear plants. We see management as reticent to agree to a substantial liability but unlikely to
choose to decommission the plants if at all possible. A reasonable 'top off' cost could be offset by
a series of cost cuts, so management's roughly flatish (-$45M) cash flow guidance over the
forecast period could still remain unchanged. Management remains adamant that the EWC wind
down will be a cash neutral event. Though perhaps an imperfect way of fixing the issue, we
don't view this as largely problematic assuming that management can ameliorate the situation
similar to Vermont Yankee, with an acceptable decommission counterparty and any necessary
top off.

In terms of winding down the EWC business, the company is focused on mitigating some of the
remaining risks on the way towards the exit. One of the key opportunities here would be the
remaining coal plants — rather than investing in emissions controls, the company has more
effective opportunities to source new generation investment and phase out existing plants as
needed. For example, the St. Charles project is expected to save $1.3B over the life of the plant.
Additionally, buying distressed assets has been a further source of upside.

What's the Latest on the Generation Buildout?
We note some of the more recent developments below:

New Orleans: Entergy continues to push direct generation into the New Orleans region directly,
as potential for storm damage keeps the city susceptible to a transmission line breakdown. In
addition to an improvement in the peaking capacity, the company is looking to add 100MW of
renewables in the region due at least in part to local demand for renewables (could we see more
ratebased renewables along similar lines?). This follows:

Lake Charles: While the Lake Charles CCGT permitting took a relatively long time to
complete, St. Charles by contrast should prove more forgiving as the company streamlines the
processes. With the settlement agreement reached recently, we see items as moving forward
here and the ALJ is currently taking it under consideration. Next steps would be to present it at
the June B&E meeting.

Montgomery County: While the previous update had listed Montgomery county as under
review, parties are currently working on a settlement. Texas appears generally supportive of
further Texas-based generation (rather than buying out of state) so a settlement seems
reasonable.
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Source: ETR, UBSe
Can ETR Shift from PPA's to Owned-Generation?

While there are some clearly enumerated opportunities above, we highlight ETR could yet find
longer term optionality as other PPA's roll off. Though the company may include some of this
already in the plan, we highlight the potential can be framed to a degree. Total TWh sold in
2016 include 112,595 GWh for retail and 11,054 for resale for a total of 123.649 TWh energy
sales billed. Compare this to 9-10% in 2016 and 2017 listed in the 10K as total utility power
purchased. While this may not necessarily be a PPA explicitly, it implies something in the range
of 10-12 TWH of PPA's (this excludes any power purchased from MISO) using the basic math
here. Total nameplate capacity for ETR's regulated fleet 1s ~24-25GW, so an average capacity
factor would suggest a comparable % of replacement (1-2GW) which could be replaced. What
isn't particularly clear is how much if any of the above chart would fall into this category.

AMI Is Next — Time to Play Catch-Up?

Entergy has a number of jurisdictions that need further AMI investment, and some areas
(Louisiana) have even had some constituents lobby for faster deployment. On the other hand,
the company does see real constraints to any increase in the speed of deployment and notes that a
more measured pace of deployment could let the company learn from other best practices and
realize the benefits from day 1. Although there are a number of moving parts to the filings across
the 4 key AMI jurisdictions, we note Texas and Mississippi bear note in particular of late. The
Texas legislature just passed the necessary law which will allow the full proceeding to move
forward. In Mississippi, the latest AMI filing was approved as well. While there is always risk
until the plans are fully approved, the company is relatively confident that these initial build-outs
should proceed with relatively little issue. We perceive success in Louisiana and Arkansas as
particularly relevant with testimony due shortly.

We provide a summary of the latest info elsewhere as well below.

igure 2: ETR's AMI Regulatory Process
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What About Nuclear Costs?
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We highlight on the latest call that the company called out an accounting change coming around
how to account for nuclear decommissioning trust earnings. This should allow the company to
mark to market any realized gains the growth in the various trusts. Net net, this could allow a
~3% growth, getting to ~flat by 2022.

Almost Time to Shift the Debt Treatment?

As ETR moves increasingly away from EWC and towards regulated operations we note our
existing valuation grows somewhat more punitive compared to pure regulated peers. While there
1s clearly a healthy level of holdco debt which still gives us pause, management sees credit
agencies as more comfortable with the balance sheet of late, noting that holdco leverage is not
significantly higher than peers and could yet be utilized. Current metrics stand at 17.3x
FFO/Debt (13-23x target), 4.4x Debt/EBITDA (3.5-4.5x target), and Parent/Total Debt at 21.1%
(18-20% target). Given recent positive sentiment from the debt community and a shift
increasingly towards regulated only, we note the potential for a further discrepancy among our
treatment of the debt. Whereas fully regulated peers generally receive a pure P/E treatment, our
valuation currently nets out the debt which proves to be more punitive.

Improving the Dividend Further Is Key; Need to Execute on Utility to support
future trajectory

As ETR shifts to fully regulated businesses, continued growth of the dividend will be key. We
see management as continuing to target growth in line with EPS growth, yet this will be tied to
the wider utility growth. The company would most likely increase EPS at a faster rate mitially
then feather into a comparable DPS growth. There would be no specific inflection point other
than when the payout ratio reaches an acceptably low level to increase DPS in line with EPS
(presumably in the next year or two. Nonetheless, management would need to achieve growth
above our estimates to maintain the stated range (75% max). The question is whether re-
acceleration would happen ahead of achieving this 75% trend,

Taking Note of Consensus

While EPS revisions had trended steadily down into the end of the year, street has moved in a
more positive direction of late. We have updated our estimates nominally as shown below as
well — seeing less clear upside to estimates aside for one-off potential tax items later this year
and beyond. We believe EPS volatility due to historic one-off items add to uncertainty on
consistent steady execution at core utilities. We remain modestly below mgmt's Utility & Parent
guidance ranges through 2019.

Figure 3: UBS EPS estimates
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We highlight the latest consensus trends below, which have ticked up recently. The question is
whether recovery of nuclear costs on the regulated costs can be resolved amicably along with
support for its pending AMI dockets across its core geographies to support further revisions on
carned ROEs (under-recovery on nuclear spend) as well as AMI capex (largely reflected in our
& street projections we believe).

Figure 4: Estimate Revisions
2017 Consensus Ests

2018 Consensus Ests

American Oversight v. EPA (18-cv-00364) ED_001686C_00000373-00006



ni

B Rioniy

.

o

Source: Factset

Price Target: $73
We include our Sum of the Parts below. We have updated our P/E multiple from 17.1X to 17.8

which increased the PT by $4/sh. Slight tweaks on the Utility estimates decrease our PT by -
$1/sh, for a net increase of $3/sh.
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Figure 5: Revised SOTP Valuation
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This report has been prepared by UBS Securities LLC. ANALYST CERTIFICATION AND REQUIRED
DISCLOSURES AT END OF NOTE. UBS does and seeks to do business with companies covered in its research reports.
As a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report.

Investors should consider this report as only a single factor in making their investment decision.

Statement of Risk

Risks for Utilities and Independent Power Producers (IPPs) primarily relate to volatile
commodity prices for power, natural gas, and coal. Risks to IPPs also stem from load variability,
and operational risk in running these facilities. Rising coal and, to a certain extent, uranium
prices could pressure margins as the fuel hedges roll off Competitive Integrateds. Further, IPPs
face declining revenues as in the money power and gas hedges roll off. Other non-regulated risks
include weather and for some, foreign currency risk, which again must be diligently accounted in
the company’s risk management operations. Major external factors, which affect our valuation,
are environmental risks. Environmental capex could escalate if stricter emission standards are
implemented. We believe a nuclear accident or a change in the Nuclear Regulatory
Commission/Environment Protection Agency regulations could have a negative impact on our
estimates. Risks for regulated utilities include the uncertainty around the composition of state
regulatory Commissions, adverse regulatory changes, unfavorable weather conditions, variance
from normal population growth, and changes in customer mix. Changes in macroeconomic
factors will affect customer additions/subtractions and usage patterns.

Required Disclosures

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its
subsidiaries, branches and affiliates are referred to herein as UBS.

For information on the ways in which UBS manages conflicts and maintains independence of its
research product; historical performance information; and certain additional disclosures
concerning UBS research recommendations, please visit www.ubs.com/disclosures. The figures
contained in performance charts refer to the past; past performance is not a reliable indicator of
future results. Additional information will be made available upon request. UBS Securities Co.
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Limited 1s licensed to conduct securities investment consultancy businesses by the China
Securities Regulatory Commission. UBS acts or may act as principal in the debt securities (or in
related derivatives) that may be the subject of this report.

Analyst Certification: Each research analyst primarily responsible for the content of this research
report, in whole or in part, certifies that with respect to each security or issuer that the analyst
covered in this report: (1) all of the views expressed accurately reflect his or her personal views
about those securities or issuers and were prepared in an independent manner, including with
respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by that research analyst in
the research report.

UBS Investment Research: Global Equity Rating Definitions

12-Month Rating Definition Coverage' IB Services®
Buy FSR is > 6% above the MRA. 45% 28%
Neutral FSR is between -6% and 6% of the MRA. 39% 25%
Sell FSR is > 6% below the MRA. 15% 17%
Short-Term Definition Coverage’ 1B Services*
Rating
Buy Stock price expected to rise within three months less than 1% less than 1%

from the time the rating was assigned because of a
specific catalyst or event.
Sell Stock price expected to fall within three months less than 1% less than 1%
from the time the rating was assigned because of a
specific catalyst or event.

Source: UBS. Rating allocations are as of 30 September, 2016
UBS Investment Research Equity Ratings:

( 1) Percentage of companies under coverage globally within the 12-month rating category. ( 2 )
Percentage of companies within the 12-month rating category for which investment banking (IB)
services were provided within the past 12 months. ( 3 ) Percentage of companies under coverage
globally within the Short-Term rating category. ( 4 ) Percentage of companies within the Short-
Term rating category for which investment banking (IB) services were provided within the past
12 months.

KEY DEFINITIONS: Forecast Stock Return (FSR) is defined as expected percentage price
appreciation plus gross dividend yield over the next 12 months. Market Return Assumption
(MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a
forecast of, the equity risk premium). Under Review (UR) Stocks may be flagged as UR by the
analyst, indicating that the stock's price target and/or rating are subject to possible change in the
near term, usually in response to an event that may affect the investment case or valuation. Short-
Term Ratings reflect the expected near-term (up to three months) performance of the stock and
do not reflect any change in the fundamental view or investment case. Equity Price Targets
have an investment horizon of 12 months.
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EXCEPTIONS AND SPECIAL CASES: UK and European Investment Fund ratings and
definitions are: Buy: Positive on factors such as structure, management, performance record,
discount; Neutral: Neutral on factors such as structure, management, performance record,
discount; Sell: Negative on factors such as structure, management, performance record, discount.
Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by
the Investment Review Committee (IRC). Factors considered by the IRC include the stock's
volatility and the credit spread of the respective company's debt. As a result, stocks deemed to be
very high or low risk may be subject to higher or lower bands as they relate to the rating. When
such exceptions apply, they will be identified in the Company Disclosures table in the relevant
research piece.

Research analysts contributing to this report who are employed by any non-US affiliate of UBS
Securities LLC are not registered/qualified as research analysts with the NASD and NYSE and
therefore are not subject to the restrictions contained in the NASD and NYSE rules on
communications with a subject company, public appearances, and trading securities held by a
research analyst account. The name of each affiliate and analyst employed by that aftiliate
contributing to this report, if any, follows.

UBS Securities LLC: Julien Dumoulin-Smith; Jerimiah Booream

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of
this report.
Global Disclaimer

This document has been prepared by UBS AG, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred
to herein as UBS.

Global Research is provided to our clients through UBS Neo and, in certain instances, UBS.com (each a "System"). It may also be
made available through third party vendors and distributed by UBS and/or third parties via e-mail or alternative electronic means.
The level and types of services provided by Global Research to a client may vary depending upon various factors such as a client's
individual preferences as to the frequency and manner of receiving communications, a client's risk profile and investment focus and
perspective (e.g., market wide, sector specific, long-term, short-term, etc.), the size and scope of the overall client relationship with
UBS and legal and reguiatory constraints.

Ali Global Research is available on UBS Neo. Please contact your UBS sales representative if you wish to discuss your access to
UBS Neo.

When you receive Global Research through a System, your access and/or use of such Global Research is subject to this Global
Research Disclaimer and to the terms of use governing the applicable System.

When you receive Global Research via a third party vendor, e-mail or other electronic means, your use shall be subject to this
Global Research Disclaimer and to UBS's Terms of Use/Disclaimer (hitp./www.ubs.com/globallen/legalinfo2/disclaimer.htiml). By
accessing and/or using Global Research in this manner, you are indicating that you have read and agree to be bound by our Terms
of Use/Disclaimer. In addition, you consent to UBS processing your personal data and using cookies in accordance with our Privacy
Statement (hitp://www.ubs.com/global/en/iegalinfo2/privacy.html) and cookie notice

(hitp/iwww . ubs.com/global/en/homepage/cookies/cookie-management.himi).

If you receive Global Research, whether through a System or by any other means, you agree that you shall not copy,
revise, amend, create a derivative work, transfer to any third party, or in any way commercially exploit any UBS research
provided via Global Research or otherwise, and that you shall not extract data from any research or estimates provided to
you via Global Research or otherwise, without the prior written consent of UBS.
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This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any
person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution,
publication, availability or use would be contrary to law or regulation or would subject UBS to any registration or licensing
requirement within such jurisdiction. It is published solely for information purposes; it is not an advertisement nor is it a solicitation or
an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty,
either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this
document ("the Information"), except with respect to Information concerning UBS. The Information is not intended to be a complete
statement or summary of the securities, markets or developments referred to in the document. UBS does not undertake to update or
keep current the Information. Any opinions expressed in this document may change without notice and may differ or be contrary to
opinions expressed by other business areas or groups of UBS. Any statements contained in this report attributed to a third party
represent UBS's interpretation of the data, information and/or opinions provided by that third party either publicly or through a
subscription service, and such use and interpretation have not been reviewed by the third party.

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to
an investor’s individual circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors
should exercise prudence and their own judgement in making their investment decisions. The financial instruments described in the
document may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures
are not suitable for all investors, and trading in these instruments is considered risky. Mortgageand asset-backed securities may
involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions.
Foreign currency rates of exchange may adversely affect the value, price or income of any security or related instrument referred to
in the document. For investment advice, trade execution or other enquiries, clients should contact their local sales representative.

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount
invested. Past performance is not necessarily a guide to future performance. Neither UBS nor any of its directors, employees or
agents accepts any liability for any loss (including investment loss) or damage arising out of the use of all or any of the Information.

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other
financial instruments. There is no representation that any transaction can or couid have been effected at those prices, and any
prices do not necessarily reflect UBS's internal books and records or theoretical model-based valuations and may be based on
certain assumptions. Different assumptions by UBS or any other source may yield substantially different resulits.

This document and the Information are produced by UBS as part of its research function and are provided to you solely for general
background information. UBS has no regard to the specific investment objectives, financial situation or particular needs of any
specific recipient. In no circumstances may this document or any of the Information be used for any of the following purposes:

(i) valuation or accounting purposes;

(ii) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or

(iii) to measure the performance of any financial instrument.

By receiving this document and the Information you will be deemed to represent and warrant to UBS that you will not use this
document or any of the Information for any of the above purposes or otherwise rely upon this document or any of the Information.

UBS has policies and procedures, which include, without limitation, independence policies and permanent information barriers, that
are intended, and upon which UBS relies, to manage potential conflicts of interest and control the flow of information within divisions
of UBS and among its subsidiaries, branches and affiliates. For further information on the ways in which UBS manages conflicts and
maintains independence of its research products, historical performance information and certain additional disclosures concerning
UBS research recommendations, please visit www.ubs.com/disclosures.

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management, which
will also have sole discretion on the timing and frequency of any published research product. The analysis contained in this
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document is based on numerous assumptions. All material information in relation to published research reports, such as valuation
methodology, risk statements, underlying assumptions (including sensitivity analysis of those assumptions), ratings history etc. as
required by the Market Abuse Regulation, can be found on NEOQ. Different assumptions could result in materially different resulits.

The analyst(s) responsible for the preparation of this document may interact with trading desk personnel, sales personnel and other
parties for the purpose of gathering, applying and interpreting market information. UBS relies on information barriers to control the
flow of information contained in one or more areas within UBS into other areas, units, groups or affiliates of UBS. The compensation
of the analyst who prepared this document is determined exclusively by research management and senior management (not
including investment banking). Analyst compensation is not based on investment banking revenues; however, compensation may
relate to the revenues of UBS Investment Bank as a whole, of which investment banking, sales and trading are a part, and UBS's
subsidiaries, branches and affiliates as a whole.

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS
Securities LLC) acts as a market maker or liquidity provider (in accordance with the interpretation of these terms in the UK) in the
financial instruments of the issuer save that where the activity of liquidity provider is carried out in accordance with the definition
given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in this document. For
financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this
activity is carried out in the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be
specifically disclosed in this document. UBS may have issued a warrant the value of which is based on one or more of the financial
instruments referred to in the document. UBS and its affiliates and employees may have long or short positions, trade as principal
and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions
expressed in this document.

United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are
eligible counterparties or professional clients. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial
Conduct Authority and the Prudential Regulation Authority. France: Prepared by UBS Limited and distributed by UBS Limited and UBS
Securities France S.A. UBS Securities France S.A. is regulated by the ACPR (Autorité de Contréle Prudentiel et de Résolution) and the Autorité
des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this document, the document is also deemed
to have been prepared by UBS Securities France S.A. Germany: Prepared by UBS Limited and distributed by UBS Limited and UBS Europe SE.
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